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We affirm that:

We are certified public accountants licensed to practice in Michigan.
We further affirm the following material, “no” responses have been disclosed in the financial statements, including the notes, or in the
Management Letter (report of comments and recommendations).

Check each applicable box below. (See instructions for further detait.)

All required component units/funds/agencies of the local unit are included in the financial statements and/or disclosed in the
reporting entity notes to the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net assets
(P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury.
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The locat unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.
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The local unit has not been delinguent in distributing tax revenues that were collected for another taxing unit.
The local unit only holds depositsfinvestments that comply with statutory requirements.

The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulletin for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin).

10. There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit
that have not been previously communicated to the Local Audit and Finance Division (LAFD). If there is such activity that has

not been communicated, please submit a separate report under separate cover.
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13.

The local unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other genarally
accepted accounting principles (GAAP).

B X X
o0 OooOoag

14.
15.

The board or council approves all invoices prior to payment as required by charter or statute,

X X

To our knowledge, bank reconciliaions that were reviewed were performed timely.

If a local unit of government (authorities and commissions included) is operating within the boundaries of the audited entity and is not
included in this or any other audit report, nor do they obtaln a stand-alone audit, please enclose the name(s), address(es), and a
description(s) of the authority and/or commission.

I, the undersigned, certify that this statement is complete and accurate in all respects.
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Financial Statements

The letter of Comments and Recommendations |:| Nothing to report

Other (Describe) D No other documents necessary
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Siegfried Crandall, PC (269) 381-4970
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248 East Kilgore Road Kalamazoo MI 49002
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INDEPENDENT AUDITORS' REPORT

City Council
City of Galesburg, Michigan

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of
the City of Galesburg, Michigan, as of June 30, 2006, and for the year then ended, which
collectively comprise the City of Galesburg, Michigan’s basic financial statements, as
listed in the contents. These financial statements are the responsibility of the City of
Galesburg, Michigan's management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted audifing standards.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, the business-
type activities, each major fund, and the aggregate remaining fund information of the City
of Galesburg, Michigan, as of June 30, 2006, and the respective changes in financial
position and, where applicable, cash flows thereof for the year then ended in conformity
with U.S. generally accepted accounting principles.

The budgetary comparison information, on pages 27 to 29, is not a required part of the
basic financial statements but is supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquires of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it. The City of Galesburg, Michigan has not
presented the management’s discussion and analysis that the Governmental Accounting
Standards Board has determined is necessary to supplement, although not required to be
a part of, the basic financial statements.



City Council
City of Galesburg, Michigan
Page 2

Our audit was made for the purpose of forming opinions on the financial statements that
collectively comprise the City of Galesburg, Michigan’s basic financial statements. The
supplementary information, as listed in the contents, is presented for purposes of
additional analysis and is not a required part of the basic financial statements of the City of
Galesburg, Michigan. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements taken as a whole.

4}&4‘4/@.41%.

October 12, 2006
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City of Galesburyg
STATEMENT OF NET ASSETS
June 30, 2006

Governmental Business-type

activities activities Totals
ASSETS
Current assets:
Cash $ 396,331 $ 1,117,580 1,513,911
Receivables, net 140,672 313,385 454,057
Internal balances (6,959) 6,959 -
Total current assets 530,044 | 1,437,924 1,967,968
Noncurrent assets:
Receivables, net - 4,588 5,258 9,846
Capital assets not being depreciated -
land and construction in progress 123,541 677,310 800,851
Capital assets, net of accumulated
depreciation 787,644 753,640 1,541,284
Total noncurrent assets 915,773 1,436,208 2,351,981
Total assets 1,445,817 2,874,132 4,319,949
LIABILITIES
Current liabilities:
Accounts payable 37,223 281,355 318,578
Current maturities of long-term liabilities 34,376 10,000 44,376
Total current liabilities 71,599 291,355 362,954
Noncurrent liabilities:
Compensated absences 46,071 - 46,071
Bonds and notes payable 117,386 714,960 832,346
Total noncurrent liabilities 163,457 714,960 878,417
Total liabilities 235,056 1,006,315 1,241,371
NET ASSETS
Invested in capital assets, net of related debt 635,882 28,680 664,562
Restricted 346,850 - 346,850
Unrestricted 104,488 1,837,276 1,941,764
Total net assets $ 1087220 $ 1865095 §$ 2,953,176

See notes to the financial statements
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City of Galesburg

STATEMENT OF ACTIVITIES
Year ended June 30, 2006

Functions/Programs
Governmental activities:
Legislative
General government
Public safety
Public works
Community and economic development
Culture and recreation
Interest on long-term debt

Total governmental activities

Business-type activities:

Sewer
Water

Total business-type activities

Total primary government

Program revenues

Operating
Charges for grants and
Expenses services contributions
$ 9,290 3§ - $ -
142,664 6,248 -
254 959 32,705 -
175,338 1,128 125,294
2,514 - -
81,385 38,361 1,580,
7,832 - -
673,982 78,442 126,874
154,654 147,962 -
123,314 223,105 -
277,068 371,067 -

$ 951950 $ 449509 $ 126,874

General revenues:
Property taxes
State shared revenues
Unrestricted investment income
Franchise fees
Miscellaneous

Total general revenues

Change in net assets

Net assets - beginning

Net assets - ending



Net (expenses) revenues and
changes in net assets

Governmental Business-type

activities activities Totals

3 (9,290) $ (9,290)
(136,416) (136,416)
(222,254) (222,254)
(48,916) (48,916)
(2,514) (2,514)
(41,444) (41,444)
(7,832) (7,832)
(468,666) (468,666)
- $ (6,692) (6,692)

- 99,791 99,791

- 93,099 93,099
(468,666) 93,099 (375,567)

262,546 - 262,546

192,516 - 192,516

1,813 16,380 ' 18,193

12,626 - 12,626

23,463 - 23,483

492 964 16,380 509,344

24,298 108,479 133,777

1,186,463 1,756,477 2,942,940

$ 1,210,761 $ 1,865,956 §$ 3,076,717

See notes to the financial statements
-B-



City of Galesburg
BALANCE SHEET - governmental funds
June 30, 2006

Nonmajor
Major governmental
General Street funds
ASSETS
Cash $ 46115 & 131074 § 178,920
Receivables, net 89,011 36,311 19,383
Due from other funds 19,012 - 5,994
Total assets 3 154,138 $ 167,385 % 205,297
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ 20,744 % - $ 15,184
Due to other funds _ 1,483 2,355 1,660
Deferred revenue - 21,270 -
Advances from other funds 38,000 - -
Total liabilties | 60,227 23,625 16,844
Fund balances, unreserved 93,911 143,760 188,453

Total liabilities and fund balances $ 154,138 $ 167,385 % 205,297

Total fund balances - total governmental activities

Amounts reported for governmental aclivities in the statement of net assets (page 5)
are different because:

Capital assets (exclusive of $60,967 of the internal service fund} used in governmental activities
are not financial resources and, therefore, are not reported in the governmental funds.

Compensated absences are hot due and payable in the current period and, therefore, are not
reported in the governmental funds.

Long-term bonds and notes payable are not due and payable in the current period and, therefore,
are not reported in the governmental funds.

Other long-term assets are not available to pay for current-period expenditures and, therefore,
are not reported in the governmental funds.

The net assets (including capital assets of $59,988) and liabilities of the internal service fund
are included in the governmental activities in the statement of net assets.

Net assets of governmental activities



Total

governmental
funds

$ 356,109
144,705
26,006

$ 526,820

$ 35,028
5,498

21,270

38,000

' 100,696
' 426,124

$ 526,820

3 426,124

850,218

(46,071)

(151,762)

21,270

110,882

$ 1,210,761

See notes to the financial stafements
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City of Galesburg

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES - governmental funds

Year ended June 30, 2006

Major
General Street
REVENUES
Property taxes $ 237822 § -
State grants 199,558 91,092
Intergovernmental 15,840 -
Fines and forfeitures 49,549 -
Charges for services 23,306 -
interest and rentals 316 625
Other 14,095 3,476
Total revenues 540,486 95,193
EXPENDITURES
legislative 9,290 -
General government 142,721 -
Public safety 240,670 -
Public works 45,078 124,271
Community and economic development 2,514 -
Culture and recreation 76,145 -
Debt service: ‘
Principal 13,993 -
Interest and fiscal charges - 362 -
Capital outlay 6,275 -
Total expenditures 537,048 124,271
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES 3,438 (29,078)
OTHER FINANCING SOURCES (USES)
Transfers in - -
Transfers out - (23,056)
Total other financing sources {uses) - - {23,056)
NET CHANGE IN FUND BALANCES _ ' 3,438 (52,134)
FUND BALANCES - BEGINNING 90,473 195,894

FUND BALANCES - ENDING _ $ 93911 § 143,760




Nonmajor Total
governmental governmental
funds funds
$ 24724 3 262,546
28,740 319,390

- 15,840

- 49,549

- 23,306

2,000 2,941
8,473 26,044
63,937 699,616
- 9,290

- 142,721
240,670

45,996 215,345
- 2,514
1,123 77,268
27,295 41,288
7,470 7,832

- 6,275
81,884 743,203
(17,947) (43,587)
23,056 23,056
- (23,056)

23,056 -

5,109 (43,587)

183,344 469,711
$ 188,453 § 426,124

See notes to the financial statements
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City of Galesburyg

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES - governmental funds (Continued)

Year ended June 30, 2006

Total
governmental
funds
Net change in fund balances - total governmental funds 3 (43,587)
Amounts reported for governmental activities in the statement of
activities (page 8) are different because:
Governmental funds report capital outlays as expenditures. However,
in the statement of net assets, the cost of those assets is allocated
over their estimated useful lives as depreciation expense. This is the
amount by which capital outlays ($99,761) exceeded depreciation
depreciation ($41,396) in the current period. 58,365
The issuance of long-term debt provides current financial resources
to governmental funds while the repayment of principal on such debt
consumes the current financial resources of the governmental funds.
Neither transaction, however, has an effect on net assets. 41,288
Assessment revenues reported in the funds were earned in prior :
years and are not reported in the statement of activities. (1,336)
Compensated absences reported in the statement of activities do
not require the use of current financial resources, and, therefore,
are not reported as expenditures in governmentat funds. {13,852)
The net expenses of the internal service fund is reported with
governmental activities. (16,580)
Change in net assets of governmental activities $ 24,298

See notes fo the financial statements
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City of Galesburg
STATEMENT OF NET ASSETS - proprietary funds

June 30, 2006

Governmental
Business-type activities activities
Enterprise funds Internal
Sewer Water Totals service
ASSETS
Current assets: ,
Cash and investmenis $526,760 $ 590,820 31117580 $ 40,222
Receivables, net 37,589 255,105 292,694 b55
Due from other funds 3,445 - 3,445 -
Total current assets 567,794 845,825 1,413,719 40,777
Noncurrent assets:
Receivables 13,545 12,404 25,949 -
Advances to other funds 38,000 - 38,000 -
Capital assets, net of accumulated depreciation 405,929 1,025,021 1,430,950 60,967
Total noncurrent assets 457 474 1,037,425 1,494 899 60,967
Total assets 1,025,268 1,883,350 2,808,618 101,744
LIABILITIES
Current liabilities:
Accounts payable 17,504 265,712 283,216 1,295
Due to other funds 12,430 9,734 22,164 1,789
" Bonds payable - current 7,500 2,500 10,000 -
Total current liabilities 37,434 277,946 315,380 3,084
Noncurrent liabilities - bonds payable 45 000 669,960 714,960 -
Total liabilities 82,434 947 906 1,030,340 3,084
NET ASSETS
Invested in capital assets, net of related debt 353,429 352,561 705,990 60,067
Unrestricted 589,405 582,883 1,172,288 37,693
Total net assets $042834 $ 935444 1,878,278 § 98,660
Amounts reported for business-type activities in the statement of net
assets are difference because;
Adjustment to reflect the consolidation of internal service fund
activities related to enterprise funds. (12,322)
Net assets of business-type activities $1,865,956

See notes to the financial statements
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City of Galeshurg

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS -

proprietary funds
Year ended June 30, 2006

OPERATING REVENUES

Charges for services
Other

Total operating revenues

OPERATING EXPENSES
Personnel costs
Operating supplies

Office supplies

Treatment charges
Maintenance and repairs
Utilities

Equipment rental
insurance

Depreciation

Total operating expenses
OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES)

Interest revenue
Interest expense

Total nonoperating revenues

CHANGE IN NET ASSETS

TOTAL NET ASSETS - BEGINNING

TOTAL NET ASSETS - ENDING

Change in net asseis

Governmental
Business-type activities activities
Enterprise funds Internal
Sewer Water Totals service
$ 142989 § 223105 § 366,094 3 28,044
4,973 - 4,973 -
147,962 223,105 371,067 28,044
29,057 51,245 80,302 24 597
10,952 18,825 29,777 12,962
500 72 572 -
64,039 - 64,039 -
23,015 16,497 39,512 569
273 6,775 7,048 -
1,909 7,107 9,018 -
803 380 1,183 -
19,376 15,299 34,675 14,124
149,924 116,200 266,124 52,252
{1,962) 106,905 104,943 {24,208)
14,036 2,344 16,380 -
(3,160) (1,058) (4,216) -
10,876 1,288 12,164 -
8,914 108,193 117,107 (24,208)
933,820 827,251 1,761,171 122,868
$ 942834 $ 935444 §$ 1878278 $ 98,660

Amounts reported for business-type activities in the statement of activities

are different because:

Adjustment to reflect the consolidation of internal service fund activities

related to enterprise funds.

Change in net assets of business-type activities

See notes to the financial statements
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City of Galesburg

STATEMENT OF CASH FLOWS - proprietary funds

Year ended June 30, 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers

Receipts from interfund services provided
Payments to suppliers

Payments to employees

Internal activity - payments to other funds

Net cash provided by {used in} operating activities

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES

Repayment of long-term advances

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES

1 can proceeds

Purchase of capital assets

Proceeds from sale of capital assets

Principal paid on capital debt
Interest paid on capital debt

Net cash provided by (used in) capital
and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received

NET INCREASE (DECREASE) IN CASH
CASH - BEGINNING
CASH - ENDING
Supplemental information:
Acquisition of capital assets

Increase in accounts payable

Net cash used

Governmental

Business-type activities activities

Enterprise funds Internal
Sewer Water Totals service
$ 147,867 $ 217059 § 364,926 $ -

- - - 27,489
{99,500) 21,676 {77,824} {(11,511)
(29,057) (51,245) {80,302) (24,597)

(1,909) {7,107) {9,016) -
17,401 180,383 197,784 {8,619)
6,000 - 6,000 -

- 447,214 447.214 -

- (432,350) {(432,350) (16,823)

- - - 1,718

(7,500) (2,500) (10,000) -
(3,160) {1,056) (4,216) -
(10,660) 11,308 648 {15,105)
14,036 2,344 16,380 -
26,777 194,035 220,812 (23,724)
499 983 396,785 896,768 63,946
$ 526,760 $ 580,820 $ 1,117,580 $ 40,222
$ - $(640,094) $ (640,094) % -
- 207,744 207,744 -
$ - $(432,350) § (432,350) % -

See notes to the financial statements
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City of Galesburg
STATEMENT OF CASH FLOWS - proprietary funds {Continued)
Year ended June 30, 2006

Governmental
Business-type activities activities
Enterprise funds Internal
Sewer Water Totals service

Reconciliation of operating income (loss) to net

cash provided by (used in) operating activities:
Operating income (loss) $ (1,962) % 106905 $ 104943 $ (24,208)
Adjustments to reconcile operating income {loss} fo

net cash provided by (used in) operating activities:

Depreciation 19,376 15,299 34,675 14,124
Changes in assets and liabilities:
Accounts receivable {1,817) (7,768) (9,585) (555)
Due from other funds 1,722 1,722 3,444 -
" Due to other funds 12,430 9,734 22,164 1,100
Accounts payable (12,348) 54,491 42,143 920
Net cash provided by (used in) operating activities $ 17401 §$ 180,383 § 197,784 $ {8,619)

See notes to the financial statements
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City of Galesburg
STATEMENT OF FIDUCIARY NET ASSETS - agency fund
June 30, 2006

ASSETS

Cash $ 3,939
LIABILITIES

Due to other governmental units 3 3,939

See notes to the financial statements
44



City of Galesbhurg
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accounting policies of the City of Galesburg, Michigan (the City), conform to U.S. generally
accepted accounting principles (hereinafter referred to as generally accepted accounting principles) as
applicable to governments. The following is a summary of the more significant policies.

a) Reporting entity.
The accompanying financial statements present only the City. There are no component units, entities
for which the City is considered to be financially accountable.

b) Government-wide and fund financial statements:

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the nenfiduciary activities of the City. The effect of
interfund activity has been removed from these statements. Governmental activities, normally
supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific
function. Program revenues include: (1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function; and (2) grants and
contributions that are restricted {0 meeting the operational or capital requirements of a particular
function. Taxes and other items not properly included among program revenues are reported instead
as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, even though the latter are excluded from government-wide financial statements. Major individual
governmental funds and major individual enterprise funds are reported as separate columns in the fund
financial statements.

c) Measurement focus, basis of accounting, and financial statement presentation:

The government-wide financial statements are reported using the economic resources, measurement
focus, and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenue in
the year for which they are levied. Grants and similar items are recognized as revenues as soon as all
eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources,
measurement focus, and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be available if they are
collected within the current period or soon enough thereafter to pay liabilities of the current period. For
this purpose, the City generally considers revenues o be available if they are expected to be collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when a
liability is incurred, as under accrual accounting. However, debt service expenditures, expenditures
relating to compensated absences, and claims and judgments are recorded only when payment is due.

-15-




City of Galesburg
NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

¢) Measurement focus, basis of accounting, and financial statement presentation (continued):

State grants, licenses and permits, charges for services, and interest associated with the current fiscal
period are all considered to be susceptible to accrual and so have been recognized as revenues of the
current fiscal period. All other revenue items are considered to be measurable only when cash is
received by the government. Only the portion of special assessment receivable due within the current
year is considered susceptible to accrual as revenue of the current period.

The City reports the following major governmental funds:

The General Fund is the government's primary operating fund. It accounts for all financial
resources of the City, except those required to be accounted for in another fund. Revenues are
primarily derived from properiy taxes and state shared revenue.

The Major Street Fund accounts for state gas and weight tax revenues that are restricted for
expenditures related to maintaining and improving the City’'s major streets.

The City reports the following major proprietary funds:
The Sewer Fund accounts for the activities of the City's sewage collection systems.
The Water Fund accounts for the activities of the City’s water distribution system.

Additionally, the City reports an internal service fund that accounts for vehicle and equipment
“management services provided to other departments of the City on a cost-reimbursement basis.

Private-sector standards of accounting issued prior to December 1, 1989, are generally followed in
both the government-wide and proprietary fund financial statements to the extent that those standards
do not conflict with the standards of the Governmental Accounting Standards Board (GASB).
Governments also have the option of foliowing subsequent private sector guidance for their business-
type activities and enterprise funds, subject to this same limitation. The City has elected not to follow
subsequent private-sector standards.

Amounts reported as program revenues include: (1) charges to customers or applicants for goods,
services, or privileges provided; (2) operating grants and contributions; and (3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as general
revenues rather than as program revenues. Likewise, general revenues includes all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenues of
the proprietary funds relate to charges to customers for sales and services. Operating expenses for
proprietary funds inciude the cost of sales and services, administrative expenses, and depreciation on
capital assets. All revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenses.
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City of Galesburg
NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

d) Assets, liabilities, and net assets or equity:
i) Bank deposits - Cash and cash equivalents are considered to be cash on hand, demand
deposits, and short-term investmenis with original maturities of three months or less from the
date of acquisition. Pooled interest income is proportionately allocated to all funds.

if) Receivables - In general, outstanding balances between funds are reported as “due to/from
other funds.” Any residual balances ouistanding between the governmental activities and the
business-type activities are reported in the government-wide financial statements as “internal
balances.” No allowance for uncollectible accounts has been recorded as the City considers all
receivables to be fully collectible.

- i) Prepaid items - Certain payments to vendors reflect costs applicable to future fiscal years
and are recorded as prepaid items in both government-wide and fund financial statements.

iv) Capital assets - Capital assets, which include property, plant, equipment, and infrastructure
assets (e.g., roads, bridges, sidewalks, and similar items), are reported in the applicable
governmental or business-type activities column in the government-wide financial statements.
Capital assets are defined by the government as assets with an initial individuai cost of more
than $1,000 and an estimated useful life in excess of two years. Such assets are recorded at

- historical cost or estimated historical cost if purchased cor constructed. Donated capital assets
are recorded at estimated fair market value at the date of donation.

Capital assets are depreciated using the straight-line method over the following useful lives:

Buildings and improvements 15 - 80 years

Equipment 3-5years
Vehicles : 3 -5years
Sewer and water systems 50 years
Roads 10 - 30 years
Library collection 20 years

v) Compensaled absences (vacation and sick leave) - It is the government’s policy to permit
employees to accumulate earned but unused sick and vacation pay benefits. A liability for
unpaid accumulated vacation and sick leave has been recorded for the portion due to
employees upon separation from service with the City. Vested compensated absences are
accrued when earned in the governmeni-wide, proprietary and fiduciary fund financial
statements. A liability for these amounts is reported in governmental funds only for employee
terminations as of year-end.

vi) Fund equity - In the fund financial statements, governmental funds report reservations of
fund balance for amounts that are not available for appropriation or are legally restricted by
outside parties for use for a specific purpose. Designations of fund balance represent tentative
management plans that are subject to change.
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City of Galesburg
NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

d} Assets, fiabilities, and net assets or equity (continued):
vii) Property tax revenue recognition - Property taxes are levied as of July 1 on property values
assessed as of December 31 of the prior year. The billings are due on or before August 14,
after which time the bill becomes delinquent and penalties and interest may be assessed by the
City. Property tax revenue is recognized in the year for which taxes have been levied and
become available. The City levy date is July 1, and, accordingly, the total levy is recognized as
revenue in the current year.

NOTE 2 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY:

Budgetary information - Annual budgets are adopted on a basis consistent with generally accepted
accounting principles for all governmental funds. The budget document presents information by fund,
function, department, and line-item. The legal level of budgetary control adopted by the governing body
is the activity level. All annual appropriations lapse at the end of the fiscal year.

The following schedule sets forth significant budget variations:

Fund Function Activity Budget Actual Variance
General General government Administration $ 87755 $ 90424 $ 2,669
General Debt service Principal - 13,993 13,983
Major Street Public works Routine maintenance 37,822 40,694 2,872

NOTE 3 - DEPOSITS:

At June 30, 2006, cash as presented in the accompanying financial statements, consists of the
following:

Govern- Business- Total

mental type primary

aclivities activities Fiduciary government
Deposits $ 396,261 $ 1,117,517 $ 3,939 3 1,517,717
Cash on hand 70 63 - 133

Totalecash § 396,331 § 1,117,580 § 3939 § 1,517,850
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City of Galesburg
NOTES TO F